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Summary
Pricingfedcattleonavalue-basedquality Recently,severalvalue-based,fed cattle,
andyieldgradegridprovidesthebestoppor- pricingsystemshavebecomemorepromi-
tunity forcattleproducerstorecievepremi- nent,includingformulapricing,pricegrids,
ums associatedwith high qualitycattle. andalliances.Is thereone“best”pricing
However,griddiscountsforcattlenotdesired method? How are live weight,dressed
bytheparticularpackerareoftenquitesub- weight,andgridor formulapricesrelated?
stantial.Thus,cattleproducerstargeting Thepurposeofthisreportistoassistproduc-
cattleforspecificgridsneedtohaveconsid- ersin evaluatingwhichformof fedcattle
erableknowledger gardingthequalityattrib- pricingmaybemostprofitableforthem.
utes of theircattle.This studycompared
pricingof 202pensof fedcattleona live Shouldyoumarketyourcattleonacar-
basis, a carcass(dressed)basis,andusing cassmeritbasis?If so,doesitmatterwhich
fourdifferentpackergrids.Resultsindicate pricingsystemor packeryousellto? The
that nosinglepricingmethodis optimalfor answertobothquestionsi ,“itdepends.”It
allcattle.Producersneedtoknowthequality dependson severalthings,but the most
ofcattletheyhave,bewillingandabletosort criticalfactorsthatinfluencetheprofitability
thosecattle,andcomparethevariouselling of thesedecisionsinclude:1) thequality
optionsandgridsbeforedecidinguponthe grade,yieldgrade,anddressingpercentof
pricingmethodthatgeneratesthehighest thecattleyouproduce;2) thepricespread
revenue. betweenChoiceandSelect;3)theparticular
(Key Words:Grid Pricing,Value-Based
Pricing,FedCattlePrices.)
Introduction
Value-basedmarketingreferstopricing
cattle on an individualanimalbasiswith
prices differingaccordingtotheunderlying
valueofbeefandby-productsproducedfrom
eachanimal.Achievingvalue-basedmarket-
ingoffedcattlehasbeendifficult.Incentives
tosell cattleonaveragesandproblemsasso-
ciatedwith identifyingbeefqualityhave
inhibitedevelopmentofvalue-basedpricing.
packeror alliancepremium/discountprice
grid for whichyou targetyourcattle;4)
productionand feedingcost differences
associatedwithtargetingyourcattleto a
particularpricegridorpacker;and5)most
importantly,your knowledgeaboutthe
price/qualitydistributionofyourcattle.
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ExperimentalProcedures
To comparepricegridsacrosspackers, $78.75/cwt($105.00/cwt! $26.25/cwt).
gridswereobtainedfromfourdifferentMid-
westernpackersduringtheweekof July 8, The USDA reportsa weeklysurvey
1997.Toevaluatehowthesegridscompared summarizingsevenbeefpacker,grid,pre-
withliveanddressedbasispricing,202pens miumanddiscountschedulesinthepublica-
of fedsteerswerepricedundereachof the tionNWLS195NationalCarcassPremiums
fourpackersgrids,aswellasliveanddressed and Discountsfor SlaughterSteersand
prices. Theliveanddressedcattleprices Heifers.Thisreportisavailableandupdated
werequotesfor WednesdayNovember6, weekly on the internet at
1997fromthefive-regiondailyweighted http://www.ams.usda.gov/mncs/mn_reports/
averagereportedbytheUSDA. Theprices NW_LS195.txt.
wereas follows:$68.65/cwtfor 80-100%
Choicelivesteers;$68.07/cwtfor 65-80% Theaverager venuesperheadunderthe
Choicelivesteers;$67.00/cwtfor 35-65% alternativesellingmethodsarereportedin
Choicelive steers;$109.28for 80-100% Table2. Giventhepricesandspreadsused
Choicedressedsteers;$108.12/cwtfor35- inthissimulation,livepricinghadthelowest
80%Choicedressedsteers. overallmeanrevenueperhead,anddressed
 pricinghadthehighestaverageprice.
Steers in the202penswerepredomi-
nantly Englishand English-Exoticcros Theimplied resingpercentageb tween
breeds.Thecattlehadvariedquality,with theliveprice($68.65/cwt)andthedressed
pensrangingfromlargelyChoiceandhigher price ($109.28/cwt)is 62.8% ((68.65/
tolargelySelectandlower.Hotyielddress- 109.28)×100).Thissuggestshatcattlewith
ing percentageaveragedfromas highas adressingpercentagereaterthan62.8%will
65.6% to aslow as61.2%withanoverall netahigherevenueperheadwhensoldona
averageof 63.8%.Underassumptionsthat dressedbasisthanlive basis. Depending
thefourpackersuseda$109.28/cwtChoice uponthedistributionoftheremainingquality
yieldgrade3 basepriceandtheChoiceto traits,andtheparticularpackergrid,selling
Selectpricespreadwas$6.25/cwt,heaver- onagridcanresultinhigherorlowerreve-
agerevenueperheadwascalculatedforlive nuethaneitherliveor dressedpricing.Al-
basis,dressedbasis,andeachof thefour thoughtheaveragerevenuesacrossall202
grids. penswerea littlelowerwiththegridsthan
ResultsandDiscussion
Mostpackergridsarebasedpriceona Overall,2.5%ofthepenswouldhavehad
Choice,yieldgrade3, 550-950lb, steer thehighestpricebybeingsoldonalivebasis,
carcass.An exampleof a typicalpricegrid whereas58.9%wouldhavesecuredthe
offeredbybeefpackersi presentedinTable highestpricewhensoldona dressedbasis
1. Thepricereceivedforeachcarcassi the (Table2). Theremaining38.6%wouldhave
basepriceplustheparticularpremiumsand receivedthehighestpriceif soldusingagrid.
discounts.For example,assumea Choice This is an importantresultbecauseit indi-
yieldgrade3, 550-950lb carcasswould catesthatthereis no singlebestpricing
receivethebasepriceof$105/cwt.A Select
yieldgrade4carcasswouldreceiveapriceof
with dressedselling,somepensreceived
higherpriceswhensoldusingagrid.
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method.Whichmethodresultsinthehighest considerablybetterthanlivepricingbut
price dependsuponthetypeof cattle.In similartodressedpricing.
addition,onlytwoof theindividualpacker Pensthatreceivedthehighestpriceona
grids(amongfour)hadanypensinwhichthat livebasiswerethosewiththelowestaverage
bidresultedinthehighestprice.Of course, dressingpercentage.Qualitytraitswereless
thisresultwouldchangeaspremiumsand importantindistinguishingbetweenliveand
discountsfor specifictraitschangeor base dressedor gridnetrevenues.In fact,pens
pricesdiffer. For pensin whichliveprice receivingthehighestpriceon a livebasis
resultedinthehighestrevenue,thiswasthe wereonaverage69%Choiceorhigherqual-
bestpricingmethodonaverageby$8/heador ity gradecomparedto 57%for cattlein
morecomparedtotheothers.However,for whichdressedpricingresultedinthehighest
pensinwhichdressedpricingresultedinthe price.Cattlethatreceivedthehighestprice
highest price,on average,it wasbestby underpackergridstendedtohavea lotof
$15/heador more.Forpensin whichgrid yieldgrade3orbetterandChoiceandCAB
pricingwasbest,thismethodwas (CertifiedAngusBeef)typecattle.
Table1. ExamplePremiumandDiscountScheduleforGrid Pricinga
YieldGrade
QualityGrade 1 2 3 4 5
(Carcass$/cwt)
Prime 8.00 7.00 6.00 -14.00 -19.00
CAB 3.00 2.00 1.00
Choice 2.00 1.00 -20.00 -25.00Base
Select -4.25 -5.25 -6.25 -26.25 -31.25
Standard -24.50 -25.50 -26.50 -46.50 -51.50
Darkcutters,stags,etc. -20.00
Greaterthan950lb. -25.00
Lessthan550lb. -25.00
Premiums and discounts are all adjustments to the Choice, Yield Grade 3 base price.a 
Table2. ComparisonofAverageRevenuesperHeadforVariousPricingMethods
PricingMethodOfferingHighestRevenue
SellingMethod Overall Live Dressed Packer1Grid Packer2Grid
AverageRevenue($/head)
Live 841.73 834.31 854.90 816.96 840.62
Dressed 862.22 826.34 880.50 830.55 858.46
Packer1Grid 856.10 825.84 865.69 839.35 857.97
Packer2Grid 856.14 824.71 867.87 834.36 861.40
Packer3Grid 846.17 817.21 856.21 829.84 843.02
Packer4Grid 850.46 820.07 863.32 827.83 850.55
Pens(number) 202 5 119 61 17
Pens(%of202) 100 2.5 58.9 30.2 8.4
